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AvaeRT M. COHEN
of Loeb & Loeb wue

10100 Santz Monica Boulevard  Direct 310.282.2228

Suite 2200 Main 310.282.2000
N Los Angeles, CA 80067-4120 Fax 310.919.3826
L-O E B LLP ) acohen@loeb.com

Via Facsimile & U.S. Mail

June 28, 2006

Karl Fingerhood Tali Jolish

U.3. Department of Justice : Environmental Protection Agency
Environmental Enforcement Section 75 Hawthorne Street

U.S. Department of Justice San Francisco, CA 84105

ENRD Mailroorm, Room 2121
601 D, Street, N.W,
Washington, D.C. 20044-7611

Re: United States V. Powerine Oil Company et al.
Civil No. CV-04-6435 PA(JW.JX) USDC C.D, Cai.

Dear Karl and Tali:
This letter is written in response to the settlement discussions we had on June 7, 2006.

During our last conference call, the United States requested back up documentation for some of
the costs in Powerine's estimate of environmental liabilities. Charts explaining the basis for the
monthly overhead figures are enclosed (Attachment 1). In addition, the United States requested
an explanation of the costs for addressing offsite pipelines. The estimate in our chart was $10
million to $20 million. This figure is at the low end of the likely liability range. Enclosed, as
Attachment 2, is an estimate prepared on behalf of Powerine in 19985 which estimated the cost
to abandon the pipelines as approximately $20 million. This did not include costs fo address
environmental contamination which might be found during abandonment. Such costs could add
several miflion dollars to this total and today’s remaval costs are likely to be higher. At the same
time, Powerine may be able to abandon some lines in place which wouid result in a lower total
cost. Powerine believes that the range it established, $10 million to $2¢ million, is reasonable
given what is presently known. Powerine also estimated that it will cost between $1 million and
$5 million to deal with the Huntington Pipeline. The estimate upon which this figure is based is
provided as Attachment 3."

' You also requested information about the Baldwinsville terminal. | am not sure what

type of documentation you want. We can provide you with a draft purchase and sale agreement
pursuant to which we were willing to sell the facility for $1. We will also get you a verification of
our responses but | have been unable to do so because Vince has been traveling.
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We continue to be concemned by the refusal of the United States to provide us with the insurance
information it has reportedly discovered. This continues to make it difficult to assess the value of
the finding and to pursue such coverage.

With regard to EPA's offer, the $3.2 millicn figure propaosed by the United States is not
reasonable. The United States is well aware that Powerine went through bankruptcy proceedings
in the mid-1980s and that it had significant financial problems throughout the period in which the
United States was seeking funds to address contamination at the WDI Site. As a result, in the [ate
1990s, the United States agreed that 2 setflement in the range of $250,000 to $500,000, not the
$3.2 million currently sought, was reasonable. Powerine has amply demonstrated, that it does not
have sufficient resources {o pay the United States the $3.2 million which it seeks. Powerine does
not have any significant cash and needs all of the cash which it hopes ta generate from equipment
sales, land sales and insurance to address the numerous environmental problems assaciated with
its operations.

Moreover, the $3.2 million figure is highly excessive given the significant litigation risks faced by
the United States. First, as Powerine has repeatedly informed the United States, these claims
were discharged as a result of Powerine's bankruptcy proceedings in the mid-1980s. We have re-
evaluated the bankruptey claim and believe that it is very strong. Therefore, Powerine is moving
forward to seek relief from the Bankruptcy Court. Second, the United States itself recently noted
in its Memorandum in Support of Motion to Enter Caonsent Decree in the Holbrook Trust matter,
"EPA’s investigations of the Site and the relative shares of settling parties were hampered by the
dearth of documentary evidence available regarding the WD! Site in general, and the historical
operation of WDI as a disposal site in particular.” The United States has produced little, if any,
admissible evidence that Powerine disposed of any CERCLA hazardous substances at the WDI
Site. Given the fact that any such disposals allegedly accurred over forty years ago, the dearth of
documentary evidence, and the fact that many potential witnesses have likely passed away,
finding admissible evidence of Powerine's alleged liability will be extremely difficult. Third, it
appears that much of the alleged evidence regarding disposals relates to dispasal activities by the
Rothschilds, not Powerine. In sum, Powerine has significant defenses which are not taken into
account in EPA's offer,

Powerine continues to be interested in putting this and all of the other pending EPA matters to
rest. However, in light of its current financial position and the fact that it believes it has an
excellent chance of prevailing on its defenses, it is not willing 1o significantly increase its prior $1
million offer. However, because it appears from our negotiations that the United States would
prefer a cash payment in lieu of a future share of the insurance proceeds, Powerine is willing to
offer an additional $200,000 to be paid within 60 days after the initial $1 million payment is made.
That is, Powerine is willing to pay a total of $1.2 million - $1 million within 80 days after the District
Court approves a consent decree and an additional $200,000 within sixty days thereafter, in
exchange for releases for Powerine and the Rothschild's for the WDI, Olt and Casmalia disposal
sites.® Given its financial condition and what it perceives to be a strong litigation position,

2 We understand that Powerine’s exposure at Casmalia is in the range of $70,000.
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particularly with regard to the bankruptcy discharge, Powerine does not foresee being in a position
to offer more than this amount in settlement.®

We are willing to discuss this proposal with you at your earliest convenience. Please feel free to
call if you have any questions.

Sincerely,

Albert M. Cohen
of Loeb & Loeb LLP

AMC:ee
07152010002
LA1552168.1

cc: Vincent J. Papa
‘Michael Egner
Dave Isola

*  Powerine would also require copies of the securities as part of any resolution,
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Lakeland Development Company

Overhead Projection

Salary & Benefits
Utilities
Site Maintenance
G&A

Monthly Estimate

LDCOvermeadEst20061.xls

3

$

Amount
200,000
10,000
20,000

50,000

280,400

Description
Payroll & taxes, medical, deptal, vision & Jife insorance, workers corupeasation- 19 employees*
Electriclly, gas, water and oitrogen (equip. presevvation) costs
Equip. reatal, confractors, maintenance services, materials, supplics & auto r:!ur.c_t cogts

Legal, liability insurance, poliwtion insurance, arto insurance, travet costs, (elephone, office supplies, bank fees, courier costs

*Employees
CHO

Coatroller-VP

Accounting Mansger

Agcounling Supervisor

Eagineer Pipeline-offside & cnsite pipeline moaitoring, enginceriog project amnager
Groandkeqer/Mzinteuance-required by ity to mainfain perimeter landscape weed controt & janitorial duties
Graundkeeper/Maintenance-required by city io maintsin perimeter fandscape weed cosdral & jsnilorial duties
Guard-security for 55 acre site as mandated by city & fire dept. because af potential risk associated with
Guard (canl.) bydrocarbons & chemicals at the site.

Guard n ~ n L] -

Guard - " - - -

Manager Refinery/Exeoutive VP-equipment sales, operations

Maerieting Exetutive

Marketing-VP: wastewater & biodiese} murketing

Secretary Executive

Shift Coardinator Refinery

Sr. Eovironmenial Engineer-permits, waler board monftoring & futare remediaticn planning.
Supcrintendent Operelions-managed cotractors for cquipment removal

Supervisar Warehouse-equipment spare parts coatral & maintenance of aperations equipment

OverheadProlection pma mf\ne

002Z Z82 0TE YVd 82:LT 800%/82/80

g4071 % 43071

610/9007



LDCOverheadEst20061 xis

Lakeland Development Company
Overhead Projection

Amount
Payroll & Taxes $ 172,000 *
Medical, Dental & Vision Insurance 20,000
Life Insurance 3,000
Worker's Comp. fosurance 5,000

Monthly Estimate of Salary Expense $ 204,000

Detail Payroll & Taxes:

Employee Gross Pay $ 110,000
Employer Taxes 40,000
Contract services 22,000

Tatal Detail Payroll & Taxes $ 172,000

e —— ]

Breakdown of Salary&Benefits

672812006

00ZZ 782 OT¢ Xvd 6Z:LT 9002/82/80

q30T ¥ 94071

6T0/L00



Lakeland Development Company

Overhead Projection

UTILITIES & CHEMICALS: Amgunt

Electricity $
Gas

Water

Nitrogen

Maonthly Estimate of Utilities §

0022 282 0I¢ Yvd 82:LT 9002/82/90

43071 ¥ 44071
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Lakeland Development Company
Overhead Projection :

SITE MAINTENANCE
Equipment Rental
Contractors
Services
Materials & Supplies
Auto related (includes fuel usage)

Manthly Estimate of Site Maintenance § 20,000

Amonat
1,500
8,800
4,000
3,000
2,700

0022 Z8Z OTEe Xvd 8Z:LT 9003/82/80

q4901 3 9307
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Lakeland Development Company
Overhead Projection

GENERAL & ADMINISTRATIVE
Legal
Insurance-Liability & Property
Travel & Other
Telephone
General Expenses
Consuitants or Temps
Environmental {(permits, fecs etc.)

Maoathly Estimate of G & A

$ 20,000
14,200
3,300
2,100
7,400

2,400

$ So0,000
—— o ——— ]

0022 282 OT¢ ¥V 82:LT 98002/82/90

g49071 ¥ 93071
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POWERINE Oil Company

DATE: May 5, 1995
TO: Al Gualtieri
FROM: Mike Abbasfard |
'SUBJECT: POWERINE PIPELINE ABANDONMENT SCENARIO AND LIABILITIES

Powecine owns and operates a total of five (5) pipelines, three (3) of the pipelines are in crude oil
service and two (2) are in clean product seevice. One of the crude pipelines refécced to as
Nurnber One (#1) Pipeline has been out of service since Atigust of 1991, and only the upper one
mile section of this pipeline is still being utifized. The #1 Pipeline was categorized as a high risk
piveline by the State Fire Marshal due to the large mumber of leaks exparienced curing operation
of the pipeline. The State Fire Marshal has jurisdiction over the pipeline operation and
mzintenance and bad mandated requirements of Powerine priot to recommissioning the line,
Powerine decided not to operate the pipeline in 1991 due 1o the high cost of the required repairs
and pipeline replacements mandated, Powerine’s proprietary pipelines total approximately 67
miles. Approximately 50 percent of the pipelinas are active and used at the present time and the
rest are out of service. .

Powerine pipelines cross mumerous cities and each ¢ity has different requirements for
underground pipeline abandonment. The City of Norwalk, in which approximately 20 miles of
Powerize’s active end inactive pipelines are located, requires the pipeline operator to remove the
pipeline if it is to be abandoned. The City of Long Beach, in which approximately 20 miles of
Powerine’s pipeline are located will allow the pipeline operator to abandon the pipeline iu place.
However based on the age and leak history of the pipaeline, Long Beach. will require random soil
saropling in the areas where the pipeline is loceted. X'the soil analyses Indlicate soil contatnination,
then it has to be remedizted m accordance with regulatory requirements, The City of Sants Fe
Springs, in which we bave approximately 8 1/2 miles of pipetine, will allow the pipeline opetator
1o abandon in place at a fee which is equal to one half of the cost of pipeline removal. .

Due to the different requiremerts of each city that the pipeline traverses, it is very difficult to
detecmine an accurate cost of abandoning Powerine's pipelines, Our estimate for
deconmmissioning the pipelines assumes that other cities requirements will be less stringent that
Norwalk’s removal mandate, Hewever additional requirements for soil samplingand possible
remediation of any contamination will be reqmrcd. Following is & rough order of magnitude cost
for the pipeline sbandonment;
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The estimated cost to remove the pipeline in the City of Norwalk is 11 million dollars. Some of
the pipelines in Norwalk share & common treach which make pipeline removal less costly, The fee
to zbaudon, the pipeline in the City of Santa Fe Springs is §.5 million dollars. Contauation
remediation costs are unkngwn.

Tt is likely that the balance of the cities will allow abandonment of the pipelines in place. However
the fee or requirements of these cities are unknown at this time,



Powerine Qil Company Estlmateu Pipsline Abandonment Costs

#1 PAL-Norwalk 3
{  #1 P/L- Sanla Fe Springs 0.5
g &1 PlL-Cerritos 3
#1 P/.-Lakewood P

A # PiL-Cypress 1
¥  #! PiL-Los Alamllos 2
—» #1 Pl-Long Beach** 9.5
#1 PIL-SubTotal 21

**Assumes 20 Pol holes @ $25,000/hole totaling $500,000

—om #2 PIL-Norwalk '3
—x#2 Pit -Santa Fe Springs 0.5
#2 P/L-SubTotal as
#4 PIL-Norvwalk 4.7
-= #4 PiL.Long Beach** 93
H4 PiL-Qther Cities 7

#4 PIL-SubTotal 21

Assumes 10 holes @ $25,000/hal lotaling $250,000

~m H9 PAL-Norwalk 23
—» H9 PiL-Santa Fe Springs 0.7
#9 Pil.-SuhTotal K &1

#10-PL-Santa Fe Springs 25

#10-P/L-Norwalk 1

#10 PA-SubTotal 35

Inactive Lines-Norwalk 82
Inactive Lines-SFS To42
Inactive Lines-Other 5.1
Inactive Lines-SubTotal 145

NIA

150
N/A
10

S

150

10 -

10

saieple lnes (2,308,245

$1,188,000
$105,600
$3,168,000

- $105,600

$52,800
$105,500
$500,000
45,225,600

$1,188,000
$105,600
$1,293,600

$3,722 400
$250,00
$369,600

$4,342,000

$1,108,800

$147 840
$1,756,640

$524,000
$396,000
$1,820,000

$4,118,400
$2,217,600
$269,280

$1,188,000

$3,722,400

$1,108,800

$396,000

$4,118,400

$105,600

$105,600

$147 840

$524,000

$2,217,600

=
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Dacamber 17, 2002
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12345 Lakelang Road
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Mr, Edward Sato
Dacomber 17, 2002
Page 2et?
' Lon High
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This transmission is intended only for the use of the individual or entity to which it is addressed, and may contain
Information that is privileged, confidential or exempt from disclosure under applicable law. If the reader of this
message is not the intended recipient, or the employse or agent responsible for delivering the message fo the
intended recipient, you are hereby notified that any dissemination, distribution ar copying of this communication is
strictly prohibited. If you have received this communication in etror, please notify us immadiately by telephone and
return the original message to us at the above address via the U.S. Postal Service. Thank you.
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